


General Business Conditions 





HE business situation in 1939 has been 
dominated by war and preparations for 
war, and although the neutral position 
of this country is established and its 
business has been stimulated the 
state of the world at the opening of the New 
Year naturally tempers satisfaction with the 
improvement at home. Within the past month 
the war area has been extended by the,Rus- 
sian invasion of Finland, a nation which has 
particularly enjoyed the respect and good will 
of the American people. Thus the tragedy goes 
on, and as it does so the likelihood of early 
peace recedes, the economic disturbance in- 
creases, and the problems of reconstruction to 
be dealt with at the end of the war become 
more complex. The expenditures under way 
and the debts being incurred are appalling, — 
debts piled upon those incurred in the last war 
and during the depression. What new dis- 
orders in monetary systems and currency rela- 
tionships they may lead to, no one can foretell. 
This country is thankful for its comparative 
good fortune. It cannot expect to be exempt 
from the ultimate effects of the war on the 
world economic system, but the time when 
the bill will be collected is still remote. The 
disruption of domestic business which it was 
feared war would bring has not occurred; on 
the contrary, trade and production have gone 
forward, and the outlook for 1940, compared 
with 1939, is almost everywhere considered 
favorable. Meanwhile business has the experi- 
ence of the last war and post-war period to 
guide it, understands better the dangers as well 
as the temporary benefits of the war stimulus, 
and is aware that business policies and the influ- 
ence of business leaders can moderate the dis- 
turbance. It is agreed that every effort must be 
made to restrain inflationary influences and 
keep costs and prices down, and that plant ex- 
pansion for war demands is wise only where it 
can quickly pay for itself, without carrying 
over unproductive debt. 
All this is precautionary so far, in view of 
the inactivity of the armies and the limited de- 
mands of the belligerents for American goods. 
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Nevertheless the principles to be followed can- 
not be learned too early, for the inflationary 
forces set moving by a great war, which is 
financed largely by debt and turns millions of 
workers from production to destruction, are 
incalculable. 

Little further light has been thrown upon the 
prospect for purchases of war materials. The 
belligerents’ orders for aircraft will be limited 
only by our capacity, but to what extent pur- 
chases will extend to other things is not 
clear, and in part will depend upon military 
developments. Reports of our neutral trade, 
particularly with Latin America, continue good, 
although the buying has slackened in some 
lines in which forward needs have been cov- 
ered. The effects of the Neutrality Act in clos- 
ing belligerent zones to American shipping 
were apparent in November exports, which 
dropped somewhat more than seasonally be- 
low October. Shipments to Latin America 
were larger, while those to Canada and most 
of Europe were smaller. As compared with 
November last year, however, the total was 
15 per cent higher, marking the third month 
of substantial gain. Exports of tobacco, crude 
foodstuffs and automobiles have suffered by 
reason of the war, but cotton has made the 
expected increase, and shipments of machin- 
ery, iron and steel and metal products gen- 
erally, and finished manufactures of many 
kinds, are higher. 


New Record in Industrial Output 
In the domestic situation the industries have 
shown less than the usual seasonal slackening 
in December, and if preliminary estimates are 
borne out the Federal Reserve Board’s index 
of industrial production, which makes allow- 
ance for seasonal conditions, will stand for the 
month at the highest level in its history. The 
previous peak was made more than ten years 
ago, in the middle of 1929. The history of 
American industry has been one of long-term 
growth, with each peak of industrial output 
surpassed in due time by a higher one, but 
never before has as long a period as ten years 

elapsed between one peak and the next. 
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With the growth of population in the inter- 
vening years, the 1929 production level is no 
longer a satisfactory goal. The supply of goods 
per capita is lower than in 1929, and people 
who want to work are unemployed and on 
relief. Nevertheless, the break through the 
previous high is a landmark in domestic busi- 
ness. As the depression dragged on, many 
people had come to feel that 1929 represented 
an unnatural peak, wholly out of reach or 
at least too remote for practical consideration. 
All knew, or should have known, that every 
past depression had been followed in due course 
by a rise in productive activity to new record 
levels; and that the idle men, money, and ma- 
chinery, which then as now aroused despair, 
were in every case put back to work by a re- 
sumption of the historical upward trend. How- 
ever, each depression is different, and in each 
new reasons are brought forward for doubting 
that growth can be resumed and the unem- 
ployed re-absorbed in the industries. The re- 
sult is an attitude of defeat and desperation, 
leading to recourse to false remedies, which 
promote misunderstanding, hold back the re- 
vival and make the situation worse. This atti- 
tude has been prevalent in this country, per- 
haps more than ever before. 

Suddenly, however, the new high shows 
that the lessons of the past are still valid. 
Some may feel that the new peak in produc- 
tion is due only to the war. In fact, war orders 
so far have been of little importance, except 
in aviation and machine tools. The effect of 
the war has been mostly upon sentiment. It 
stimulated the will to spend and to go forward 
with plans and projects that were in suspense, 
and showed what a change in psychology could 
accomplish. But business evidently was ready 


to move ahead whenever any incentive ap- - 


peared, or confidence was established. Prob- 
ably it has been ready to move at other times 
during the depression, and would have re- 
sponded as readily to domestic policies to en- 
courage enterprise. 

The recovery above the old highs has not 
had the support of activity equal to 1929 in 
construction work, in railway transportation 
and equipment, in the production of coal and 
other minerals, or even in automobile output. 
But it has been carried on by other industries, 
including steel, textiles, electrical equipment 
and machinery of many kinds, shipbuilding, 
aviation, chemicals, plastics, glass, paper, pe- 
troleum and many others. This is the charac- 
teristic of progress. Some industries, affected 
by changing preferences of consumers or tech- 
nological developments, drop back or tem- 
porarily saturate their markets, but if enter- 
prise is free and active, new and expanding 
industries will take their place and the general 
trend will be forward. 

After this demonstration there should be a 
wider understanding that the remaining unem- 


ployment is not due to any natural limit upon 
economic activity. In fact no such limit exists, 
either at the 1929 or any other level, short of 
the limit set by the available labor supply and 
productive machinery. There are more pro- 
ducers than in 1929, but also more consumers. 
Business is heartened to have a demonstration 
that growth can still go on, and unquestion- 
ably the problem for 1940 is to maintain and 
strengthen this renewal of confidence. 


Decline in Production Indexes Expected 

The war is the chief uncertainty in the out- 
look for the New Year, but unless it has a more 
direct influence than heretofore the trend dur- 
ing the next few months will depend chiefly 
upon domestic developments. Most observers 
expect that the indexes of production will 
decline after December. These indexes are 
constructed to allow for a considerable seasonal 
rise during the first quarter, and from present 
operating rates no such rise is likely, or even 
possible. Moreover, sentiment is also prepared 
for a moderate slackening in actual operations, 
in steel and probably in some of the consumer 
goods industries, as the Winter goes on, unless 
export orders are sizable or some other stimu- 
lus appears. These industries still have back- 
logs of unfilled orders, but are working them 
down. 

The capital goods industries will continue 
to operate at their present high level, for 
orders on hand will last them through the first 
quarter and in most cases longer. It is certain 
that aviation and shipbuilding will continue at 
capacity as long as the war lasts, and the 
machine tool industry may also belong in this 
category. The railroad equipment manufac- 
turers have orders to support present opera- 
tions during the first quarter but will need 
new business if the rate is to hold thereafter. 
The same is true of general industrial equip- 
ment, tractors and farm implements. The elec- 
trical equipment manufacturers have heavy 
backlogs, naturally following from the fact 
that the capital expenditures of the electric 
power companies in 1940 will be the largest 
in ten years. 

The employment given by these industries, 
and their requirements for steel and other ma- 
terials, will give broad support to the business 
situation. They will help to moderate the ex- 
pected adjustment in the schedules of other 
industries, and their influence will extend to 
the service and trade occupations. 

The steel industry has operated in December 
at around 91 per cent of capacity excluding 
the holiday, and most estimates of first quarter 
rates average 80 or better. Automobile sales 
continue exceptional and dealers are still poor- 
ly stocked. Assemblies in December have run 
substantially above 100,000 a week, and though 
schedules may be reduced slightly by Febru- 
ary, the curtailment will not be pronounced. 
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Cotton goods manufacturers were among the 
few whose sales improved substantially during 
December, the rise in cotton prices starting a 
spurt of new buying. This pickup supplied 
orders to mills which in some cases were 
beginning to need them, and it has deferred 
curtailment which was under consideration. 
The woolen goods industry and the rayon yarn 
producers are working on good unfilled orders. 

Christmas retail sales improved after a slow 
start in which unseasonably low temperatures 
played a part. Over the country department 
store sales have run satisfactorily above last 
year, although the increase has not fully 
equalled expectations. With allowance for 
seasonal variation, dollar sales represent about 
the same business level as in November and 
almost equal the 1937 peak, although prices 
are lower. The mail order houses from all 
accounts had the biggest month in their his- 
tory. Trade reports say that retailers will 
have no troublesome carryover of merchandise 
and commitments and are hopeful of a heavy 
attendance and good buying at the January 
wholesale openings, at which a good indication 
will be had of trade expectations over the 
country. 

Commodity Markets Firmer 

The commodity markets have developed re- 
newed activity during December. Commodity 
prices declined after their first uprush in 
September, but reversed the trend again, with 
indexes of staple prices now back around the 
September peak. If this move is purely specu- 
lative and unwarranted by supply and demand, 
it will not go much further or affect the eco- 
nomic situation greatly. But if it should be 
generally interpreted as a sign of war inflation, 
it could exert a strong influence on the business 
trend, by inducing more forward buying and 
prolonging the period of peak production. 

The chief stimulus to the markets has come 
from abroad, and some consider this evidence 
of an inflationary cause, on the ground that 
it represents speculation against further cur- 
rency depreciation in various countries. The 
East Indian markets in many commodities 
have been active and higher, with the rise in 
cotton particularly affecting this country. The 
Egyptian cotton markets also have risen sharp- 
ly, and the advance in Liverpool for five 
consecutive days reached the maximum per- 
mitted under the trading rules. The Yokohama 
silk market has moved almost continuously 
to new highs, with of course equivalent ad- 
vances here. A third major commodity which 
has advanced sharply is wheat. 

Finally, the action of the British Ministry 
of Supply in raising the maximum prices of 
copper, lead and zinc, and abandoning maxi- 
mum prices for tin entirely, has attracted 
general attention. At the beginning of the 
war the British Government took over stocks 
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of these metals in the United Kingdom at 
prices then prevailing, and established these 
prices as the maximums permitted. It has 
entered into contracts with Empire metal pro- 
ducers on this basis. However, prices in the 
New York market have risen substantially 
above those at the outbreak of war, and equiva- 
lent London values have risen even more be- 
cause they reflect the fall of sterling against the 
dollar. Hence the fixed prices were far out of 
line with the world market. The increases 
evidently were made in response to the repre- 
sentations of Empire producers and London 
dealers, and because higher freight and insur- 
ance costs were acting to slow up the move- 
ment of metal to London at the old prices. 

This action raises a question whether price 
control measures, promptly established by all 
the belligerent governments, will in fact be as 
effective as intended. To attempt an answer 
would be premature. It is evident that if costs 
rise, fixed prices will have to be moved up to 
keep supplies coming forward. However, the 
British Ministry shows little uneasiness over 
the prospect, since the new prices are still be- 
low parity with the New York market. More- 
over, supplies of all the metals appear to be 
ample, at least until military needs increase. 
The Empire can produce a larger tonnage of 
metals than it consumed during the last war 
or at any time since; reserve stocks have been 
accumulated; and production has been speeded 
up. The export quota under the tin control 
scheme has been set at 120 per cent of the base 
level for the first quarter, and if shipments 
come up to the quota they will be well in excess 
of probable world consumption. 

American metal prices have not been affected 
by these British moves, for other market fac- 
tors have been of a neutral character, with 
production gradually overtaking shipments. 


Cotton and Silk Advance 

The rise in cotton started with the advance 
in the foreign markets already noted, which 
coincided with evidence that the supply of 
“free” cotton (outside the Government loan) in 
this country was inadequate. This year’s crop 
is estimated at 11,600,000 running bales and 
the carryover of free cotton was roughly 2,- 
000,000, or a total free supply, apart from the 
11,000,000 bales in the loan stock, of 13,600,000. 
Domestic consumption has been running at 
virtually an all-time record rate, with prospects 
of bettering 7,500,000 bales for the season. 
Export sales also have exceeded earlier ex- 
pectations. They were stimulated in December 
by the high prices of Indian cotton and by suc- 
cessive reductions in the export subsidy, each 
of which stimulated foreign buying in antici- 
pation of the next cut. To the middle of the 
month, 5,500,000 bales had been sold for ex- 
port, which compares with total shipments of 
3,362,000 in all of last season. Evidently the 
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13,600,000 bale free supply will be required for 
consumption and exports, which would leave 
nothing for mill and merchant reserves. 

With the situation developing this way, it 
was plain that a substantial amount of cot- 
ton would have to be attracted from the Gov- 
ernment loan stock, and that the price would 
have to rise as necessary to induce farmers to 
repossess and sell their loan cotton. The ad- 
vance above 10 cents in the Southern markets 
made profitable the repossession of 1938 cotton 
in the loan; it has therefore added to the po- 
tential supply the 4,000,900 bales of this cot- 
ton which the Government holds. Reposses- 
sions have already been heavy. With this sup- 
ply available there can be no possible shortage, 
even without considering the 7,000,000 bales 
owned outright by the Government. 

The rise in silk, originating in Yokohama, is 
occurring in the face of a sharp downward 
trend in consumption in this country, and of 
developments which will further curtail the 
use of silk as time goes on. In comparison 
with rayon, silk for the past year has been too 
expensive for use in the cheaper dress and 
underwear fabrics, and this market has been 
largely lost. Hosiery manufacturers are unable 
to price their products on a replacement basis, 
and can only incur losses if they have to op- 
erate with silk at present levels. This is lead- 
ing to curtailment, and to the use of rayon and 
combination yarns in the foot, welt and seams 
of hosiery. Moreover, the commercial produc- 
tion of nylon, which is the first synthetic fiber 
to offer substantial competition to silk in hosi- 
ery, started December 15, and will be pushed 
as hard as possible to take advantage of the 
high silk prices. 

The Wheat Situation 

The advance in the world price of wheat has 
been due to the short Argentine crop, estimated 
at only 147,000,000 bushels compared with 
336,000,000 last year; to deficiency of Fall 
moisture in Canada; and to the certainty that 
there will be no subsidized exports from the 
United States next year, due to our own short 
crop. The December estimate of the U. S. 
winter wheat crop was only 399,000,000 bush- 
els, one of the lowest on record, and compared 
with the 1939 harvest of 563,000,000. The rise 
in the world price has permitted an advance 
of around 25c in the Chicago market without 
attracting imports, and if the American har- 
vest is as much below requirements next year 
as now appears likely, the price should hold 
close to the import level. However, world 
supplies are enormous, and despite the war 
the European acreage is expected to be as large 
as a year ago. The 1939-40 world crop is esti- 
mated to be at least 200,000,000 bushels above 
probable world requirements. The world carry- 
over of wheat on July 1, 1940 is expected to 
exceed 1,400,000,000 bushels. This compares 





with 1,189,000,000 on July 1, 1939, and is 17 per 
cent above the previous high on July 1, 1934. 

In cotton and wheat there can plainly be no 
real shortage, and the silk speculation has set 
in motion the influences which in time will cor- 
rect the price. In staple commodities generally 
supplies appear to be ample, and where control 
schemes are operating the quotas are large 
enough to meet the probable demands and in 
some cases to add to stocks. 

From this viewpoint no material price ad- 
vance, and no major stimulus to business 
from this source, would be expected. The bull- 
ish influences, however, are imponderable. 
Prices are made in the end by what buyers and 
sellers think the commodities are worth. The 
commodity price outlook is one of the main 
uncertainties which the war holds for business. 


Money and Banking 





Despite the war and expansion of general 
business activity, bonds rather than stocks 
have continued to make the more impressive 
showing. While stocks have drifted more or 
less aimlessly, prices of high grade bonds have 
recovered along a broad front and in December 
most issues of top ratings were back to or 
above levels prevailing at the outbreak of the 
war on September 1. In the high grade cor- 
porates, prices generally are now quoted around 
the 1939 peaks, with some issues, particularly 
among the utilities, selling at all-time highs. 

Government securities were strong during 
the month, though still 2 to 2% points away 
from the maximum in the case of the older 
long-term issues. Both the newly issued 2s 
of 1948-50 and the 2%s of 1951-53 reached new 
highs in the final week, at approximately 3 
points premium. In the note market, prices are 
close to the previous records, with all issues 
through September, 1942, quoted at or above 
a no yield basis, and the longest maturity— 
the ls of September, 1944—~yielding just above 
Y, of 1 per cent. 

The following diagram indicates the trend 
of yields on high grade bonds and notes re- 
cently and for the past three years. 
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Aided by a favorable market, Treasury fi- 
nancing has continued to meet with signal 
success. Allotments in December of the No- 
vember cash offering of $500,000,000, or there- 
abouts, of 9-11 year 2s indicated an unusually 
wide distribution. Following the November 
cash financing, the Treasury last month under- 
took with excellent results the refinancing of 
$1,378,000,000 of notes maturing next March, 
offering in exchange either 12-14 year 2% per 
cent bonds or 434 year 1 per cent notes. Approx- 
imately 97 per cent of the maturing notes were 
tendered for exchange, in the proportion of 
somewhat over $1,000,000,000 for the bonds 
and $283,000,000 for the notes,—a decided pref- 
erence for the longer-term issue which is in- 
teresting in view of the discussion over the 
future of interest rates aroused by the drop in 
bond prices at the outbreak of the war. 

Corporate financing during December was 
the largest since before the war, aggregating 
approximately $240,000,000, mostly bonds and 
notes for conversion purposes. The volume of 
new capital raised continues small. As in 
the case of outstanding securities, the market 
has been highly selective, investors displaying a 
strong preference for the best protected issues. 
Evidence of the premium which investors are 
willing to pay for safety is well brought out 
in the terms of railway equipment trust financ- 
ing, yields to ultimate buyers of recent issues 
(which are fully taxable) ranging as low as .30 
to 1.95 per cent for maturities of 1 to 10 years. 

The Continuing Surplus of Funds 

The explanation of the recovery in the bond 
market is to be found in the continuing huge 
surplus of available funds. Although the excess 
reserves of member banks declined during No- 
vember and the forepart of December, they 
held above $434 billions at the lowest, and 
already are recovering. 

Factors responsible for the decline in excess 
reserves were mainly temporary in nature, 
including the holiday demands for currency 
and a rise in Treasury deposits in the Reserve 
banks resulting from new financing and tax 
collections. Also the Federal Reserve Banks 
have been reducing somewhat their portfolio 
of Government securities. 

As the accompanying diagram shows, the 
increase of currency outstanding has been 
partly a short-term and partly a long-term 
phenomenon, having the net effect of lifting 
the total to a level higher even than during 
the banking holiday of 1933. While the sea- 
sonal influence is important at the moment, it 
does not, of course, explain the long-term 
trend, into which various factors have entered, 
such as hoarding of American dollar notes by 
foreigners both in this country and abroad, 
reduction or elimination of interest paid on 
deposits and extension of service charges on 
checking accounts (all tending to promote use 
of currency), and other influences. 
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Although the long-term uptrend of the note 
circulation may continue, nevertheless a sub- 
stantial seasonal reduction of currency can be 
counted on after the holidays; and this, together 
with gold imports, which seem likely to con- 
tinue, and Treasury disbursements, promises 
to carry excess reserves to new high levels in 
coming weeks. During December the country’s 
gold stock gained another $275,000,000, to a 
new peak of over $17,600,000,000. As long 
as gold continues to flow into the reserves at 
this rate it would take a very considerable 
change in other factors to make any lasting 
inroads upon idle funds. 

Holdings by the Federal Reserve Banks of 
Government securities continued to decline in 
December, standing at $2,489,000,000 on the 
27th, against a high of $2,826,000,000 just after 
the heavy buying in September. Of this de- 
cline $272,000,000 was in Treasury bills which 
have been under liquidation since last June, 
and are now completely eliminated from the 
open market account. While the Reserve 
Banks have been slower in divesting them- 
selves of the longer-term issues purchased 
during the September emergency, the moder- 
ate decrease shown in the aggregate of notes 
and bonds was welcomed as evidence of a de- 
sire on the part of the authorities to introduce 
greater flexibility in open market operations. 

Changes in member bank earning assets dur- 
ing the month were mainly connected with 
Treasury financing and year-end adjustments 
by private firms and corporations. Loans by 
reporting banks for “commercial, industrial, 
agricultural” purposes increased somewhat to 
the highest levels in nearly two years. 


Anglo-French Currency Agreement 


Of leading importance in foreign exchange 
markets last month was the conclusion of an 
agreement between the Governments of Great 
Britain and France, for the stabilization of the 
two currencies at the rate of 176% francs to 
the pound sterling for the duration of war and 
six months thereafter. This agreement is in 
line with the policy of cooperation between the 
Allied Powers already effected by a united 
command of armed forces and coordination of 
armament and blockade activities ; it amplifies 
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the economic agreement concluded in Novem- 
ber and providing for coordinated purchases of 
raw materials and war supplies abroad. Under 
the financial agreement, pounds and francs are 
to be freely exchangeable against each other 
at fixed rates, and payments between the two 
countries will be settled through a clearing 
agreement eliminating gold transfers. More- 
over, the Allied Powers agree that neither will 
raise foreign loans or credit abroad without the 
consent of the other, that the governments of 
the two countries are to cooperate in regulating 
price levels, and that no fresh restrictions will 
be imposed on inter-allied imports. 

The effect of this agreement should be to 
facilitate the exchange of industrial goods of 
Great Britain with agricultural products of 
France. It should also contribute toward 
greater stability in foreign exchange markets 
by the unified operation of the British and 
French stabilization funds. Large sums spent 
by British expeditionary forces will give 
France exchange for the purchases of coal and 
raw material products of the British Empire, 
while gold and foreign exchange recently repa- 
triated by French investors will reinforce both 
currencies. 

Pound sterling spot exchange in the free mar- 
ket improved gradually during December, from 
$3.88 to $3.95, with the discount of futures nar- 
rowing considerably as compared with Novem- 
ber. On the other hand, pressure on Dutch 
guilders and Belgian francs continued, al- 
though both gained ground toward the end of 
the month. 

In the four weeks ending December 20, gold 
imports of the U. S. amounted to $455,000,000, 
of which $344,000,000 came from Canada, repre- 
senting largely the transfer of gold held under 
earmark with the Bank of Canada to the ear- 
marked gold of the Federal Reserve Banks. 
Almost $50,000,000 came from European neu- 
tral countries, United Kingdom and British 
Empire countries, excepting Canada, accounted 
for $43,000,000, considerable shipments coming 
from South Africa and British India, where the 
rise in price of gold in terms of rupees has re- 
vived the outflow of gold from private hoards. 


Silver Speculation in India 


In contrast with the outflow of gold from 
India, the demand there for silver has recently 
grown to considerable proportions, inspired 
apparently by fear of inflation and by expecta- 
tions of increased purchasing power in India 
as a result of higher prices of commodities, 
especially cotton and jute, and of greater ex- 
ports. A wave of speculation developed last 
month in the Bombay silver market, sending 
the price sharply higher and forcing an advance 
in the New York industrial price from 3434 
cents per ounce to 36% cents. 

The Indian Government, in order to meet 
the sudden demand for silver, increased the 





sales from its own silver stocks, recently esti- 
mated at about 160,000,000 ounces. It has also 
relaxed the restrictions upon the issuance of 
licenses for silver imports, which were intro- 
duced last October for the purpose of prevent- 
ing speculation in silver and regulating foreign 
exchange. Possibility of a silver shortage in 
India, however, has stimulated speculation and 
last month carried the London price tc a prem- 
ium over New York. Thus far, the activity has 
been largely in Bombay, in anticipation of a de- 
mand later on from the interior for long-term 
hoarding. 

Amended Social Security Program in Effect 


On January 1 the extensive amendments to 
the Social Security Act, made by Congress last 
August, became effective, bringing all phases 
of the federal social security program into full 
operation. The two amendments expected to 
have most effect upon business are the in- 
auguration of old-age annuity payments this 
month, instead of two years hence, as origin- 
ally planned; and postponement for three years 
of the increase in old-age benefit taxes upon 
employers and employes, which under the 
original law would have taken place this 
month. These changes will have substantial 
effects also upon United States Treasury re- 
ceipts and expenditures, and upon the financ- 
ing of public debt. 

Other amendments of interest include the 
liberalization of old-age annuities and exten- 
sion of the Act to employment groups not 
previously covered. The provisions relating to 
unemployment compensation taxes have been 
modified, and larger federal grants are author- 
ized toward state old-age pensions, the scope 
of which has expanded rapidly. 


Old-Age Insurance Benefits 

Federal annuities now starting under the 
old-age insurance system will provide monthly 
checks to an estimated 912,000 persons and 
require an estimated $114,000,000 this year. 
These payments, which are financed by federal 
payroll taxes upon employers and employes, 
should not be confused with the state pension 
systems for old-age relief, which are financed 
jointly by state and federal funds and will be 
referred to later. 

A new and more liberal formula has been 
adopted for computing the old-age annuities 
payable upon retirement at age 65. They will 
be based upon “average wages” received rather 
than, as originally provided, upon “total 
wages”. Although the law still makes some 
allowance for length of service, it grants a 
larger annuity than heretofore planned to those 
persons who reach the retirement age in the 
early years of the program, and reduces the 
annuities of those who retire after a long 
period of covered employment. There has also 
been further “leveling” in size of annuities, 
which bear less relation than heretofore to 














individual earnings and social security tax 
contributions. 

Old-age annuiti@S, formerly limited to the 
worker who had bhilt up wage credits before 
retirement, have now been extended to his 
wife, who under certain conditions will receive 
a separate annuity one-half the size of her 
husband’s. Similar annuities of half-size will 
be paid to each dependent child in the family. 
Annuities have been authorized for widows of 
insured workers, at a rate three-fourths that of 
the annuity to which the husband was entitled, 
and will also be paid to the dependent parents 
of an insured person who dies after 1939. 

These revisions represent a change in the 
fundamental theory of social security and a 
shift from an actuarial basis, under which the 
wage credits accumulated in the reserve fund 
determined the size of the annuity, to a basis 
of presumptive need. 

About 1,100,000 additional workers, includ- 
ing bank employes, seamen and employed per- 
sons over age 65, who formerly were exempted, 
were brought into the system on January 1, 
and will increase the total number of persons 
covered to above 48,600,000. 

These amendments to the Act undoubtedly 
reflected a growing sentiment in this country 
in favor of a general system of pensions, rather 
than the limited system contemplated when 
the Act was passed. It should be understood, 
however, that the costs of the plan to the coun- 
try are very substantially increased. 

Effects on Treasury Finance 

Action by Congress in postponing the 
scheduled increase in taxes was taken in re- 
sponse to many complaints as to the burden- 
some character of these taxes, which raise the 
cost of doing business and must be paid regard- 
less of whether or not a concern is making 
any net income. The 2 per cent tax on payrolls 
(half paid by employer and half by employee) 
which under the law would have advanced 
to 3 per cent on January 1, has been retained 
at the present rate until January 1, 1943, at 
which time it will advance to 4 per cent. In 
1946 the rate rises to 5 per cent, and in 1949 to 
a maximum of 6 per cent. It is estimated that 
postponement of the scheduled increase in 
taxes will cause a revenue loss to the Treasury 
of about $275,000,000 in each of the three 
years 1940-1942 inclusive. 

The “old-age reserve,” made up of the old- 
age benefit taxes invested by the Treasury in 
government obligations, will not be built up 
to the originally contemplated “full reserve,” 
estimated to reach $47,000,000,000 by 1980. 
Under the amended law, it will be limited to 
a “contingency reserve,” equal to three times 
the prospective annual distributions, and is 
estimated to reach $7,752,000,000 by 1955. 

These changes will make it necessary for the 
Treasury to borrow in the open market such 
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funds for financing government expenditures 
as would otherwise have been provided by the 
net receipts from social security taxes. Up to 
December 22, 1939, the old-age reserve had 
provided the Treasury with $1,435,000,000 net, 
while the similar but separate railroad retire- 
ment account provided $77,000,000 and the 
unemployment trust funds (collected by the 
states but deposited with the Treasury) 
$1,509,000,000, making a total of $3,021,000,000. 

The following summary of estimated benefit 
payments, tax receipts and reserve fund shows 
how much the probable cost of the old-age 
insurance system has risen above earlier esti- 
mates. By 1945, the federal pensions alone will 
aggregate more than the total federal expendi- 
tures for all purposes in 1914, and by 1950 the 
pensions will be double the pre-war total fed- 
eral revenues. 


Estimated Old-Age Benefit Payments, Net Tax 
Receipts and Reserve Fund Under the 
Social Security Act As Amended 
(In Millions of Dollars) 
Calendar Benefit Payments* Net Tax Reserve 
Year 1935 1939 1 Receipts Fund 


$ 46 $114 $ 501 $1,884 
42 298 505 2,229 
92 431 504 2,441 
150 583 919 2,918 
221 667 1,067 3,466 
290 776 1,078 3,922 
834 1,422 1,751 6,449 
1,338 1,850 1,849 7,752 


Source: Compiled from reports by the Senate and 
House committees. *Three estimates made on different 
dates for benefit payments are given: 1935, before the 
Social Security Act was adopted; 1939, before the 
amendments were passed; 1940, giving effect to the 
amendments. {Fiscal years ended June 30. 

A number of the recent amendments broad- 
ening the social security program, reducing 
the “reserve,” etc., are undoubtedly widely 
approved. Nevertheless, the increasing pro- 
portion of our population which is dependent 
for its support upon government payments of 
one sort or another, and the vast financial out- 
lays involved, raise many questions as to the 
ultimate effects upon our economic and politi- 
cal life. No social program approaching this 
in scope has ever been attempted before, either 
in this or any other country. It changes mate- 
rially the original conception of government in 
this country. Although the program is still in 
an experimental stage, an extensive new organ- 
ization for its administration has been added to 
the already large staff of government employes. 
One of the dangers inherent in any system sub- 
ject to political control is that office holders, and 
candidates, may try to outbid one another for 
public favor by offering more and more liberal 
benefit payments, as has happened, for ex- 
ample, in the case of war pensions. These are 
matters which over the years will require very 
thoughtful consideration. 


Revision of Unemployment Compensation 


Last year the system for unemployment 
compensation under the Social Security Act 








came into full operation when the last of the 
states inaugurated unemployment benefit pay- 
ments. This system is supported by state pay- 
roll taxes of 2.7 per cent upon employers, plus 
a federal tax of 0.3 per cent upon employers 
for administrative expenses. During 1939 an 
estimated 4,500,000 unemployed workers re- 
ceived benefits amounting to over $425,000,000. 

Coverage of persons under the program has 
been broadened by permitting the states to 
impose unemployment taxes upon member 
banks of the Federal Reserve System, which 
heretofore had been exempted. Enabling leg- 
islation must be passed in most of the states 
to put this change into effect. 

Compensation subject to the federal unem- 
ployment tax is now limited to the first $3,000 
of annual income, whereas previously the fed- 
eral tax applied to the entire wage or salary. 
This change is estimated to save employers 
about $65,000,000 per year. 

Those states which have built up adequate 
unemployment reserve accounts are permitted 
to lower their rate of unemployment tax. It 
has been estimated that almost all of the 
states will have reserves by this year that are 
“adequate”, as defined by the revised law, and 
will be able, should they choose, to lower 
somewhat their rates of tax. 

Under the Act, the tax upon different em- 
ployers may be based on “merit rating” or 
“experience rating”, and vary according to the 
fluctuation of employment in business organ- 
izations. A concern having a steady record of 
employment would be given a lower-than- 
average rate, while one having a large turn- 
over of labor would have to pay a higher-than- 
average rate, thus putting a premium on the 
policy of stabilizing employment. 

Increased Old-Age Assistance 

Provisions of the Social Security Act under 
which the Federal Government pays one-half 
the cost of state old-age pensions were 
amended by raising the maximum federal 
grants from $15 to $20 per month per pen- 
sioner. Although the state pension systems are 
similar in some respects to the federal system 
of old-age annuities, the two operate entirely 
separately. While the federal system applies 
only to retired insured workers, and their 
families, who have built up tax credits under 
the law, the state systems apply to all residents 
considered deserving of old-age assistance. 

With the increased federal grants becom- 
ing effective this month, the maximum state 
old-age pension financed on a 50-50 basis is 
raised from $30 per month to $40. It is of 
course unlikely that many states will raise 
their pensions to the new maximum in the near 
future, because of the burden that the present 
scale of pensions has already imposed upon 
state, county and municipal finances. Despite 
the efforts by local governments in many 
communities to lower taxes, including the 
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heavy taxes on real estate, the rising cost of 
old-age assistance which is financed out of gen- 
eral funds has offset economies in regular oper- 
ating expenses and prevented making any net 
reduction in total expenditures. 

In the month of September 1939, the latest 
for which complete figures are available, state 
old-age pensions were paid to 1,888,057 persons 
and totaled $36,548,078. Although the na- 
tional average in that month was $19.36, the 
averages in individual states ranged from a 
high of $32.46 in California down to below $10 
in a number of Southern States. 

State Old-Age Pensions Paid in the U. S. 


September Number Amount Average 
eae eee 105,000 $2,098,000 $19.98 
PE. shannshssnaeskionassie 145,000 2,750,000 18.97 
eee 326,000 5,817,000 17.84 
MED Ssdianakacessisctinas 899,000 16,288,000 18.12 
BOT. cckpencsecinsissiaenns 1,467,000 27,832,000 18.97 
ae 1,734,195 33,308,598 19.21 
PIII Achsinenansiss ccksiacs 1,888,057 36,548,078 19.36 


Source: Compiled from monthly Bulletins of the 
Social Security Board. Figures for earlier years are 
partly estimated. 


The Problem of Unemployment 


The thirty-first annual convention of the 
Associated Grocery Manufacturers of America, 
held in New York recently, was addressed, 
among others, by Dr. Lena Philips, President 
of the International Federation of Business and 
Professional Women. Speaking upon the topic, 
“Improving Consumer Relations,” she put to 
her audience the outstanding problem of the 
last ten years. Following is from a news report: 

Woman’s faith is unsettled by the fact that, while 
millions were in dire poverty or upon relief, in 1934 
America’s productive capacity of goods and services 
was only about 55 per cent used. It is against their 
social conscience, and, for many, their Christian faith, 
that in the world’s richest country, where there is 
more than proportionate share of almost everything, 
19,000,000 workers in the peak year of 1929 each re- 
ceived for his labor less than $1,000, although as ade- 
quately proven, a man could not at that time support 
his family decently for less than $1,800 per year. 

Women do not understand why the administrative 
genius which has produced big business in America 
will let factories stand idle and permit themselves 
and others to support by taxation millions who should 
be supporting themselves. 

It is no answer to shout “Red” to honest questions 
which one will not or cannot answer. Except under 
the influence of propaganda, American women will 
not be afraid of alien ideas if democracy can be made 
to work, but I for one, and again I speak for no other, 
am convinced that men and women will not forever 
starve even for the Constitution of the United States. 

This is a vigorous statement of questions 
that millions of people have been asking, and 
so clamorously that informative answers have 
been literally “drowned out.” 

There may have been manufacturers in the 
convention who would have found it difficult 
to explain all the disorders of the last ten years, 
even to their own satisfaction. They would 
have admitted that business was bad in 1934 
and other years, but would have protested that 
they were struggling with conditions beyond 
their control. They certainly would have denied 
reducing operations to 55 per cent of capacity 
when more business could be had. They might 
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have added that wages in this country always 
have been higher than anywhere else, and in 
1929 were twice as high as in any pre-war year. 

As to the “peak year 1929,” they might have 
shown that in round numbers the total of 
“gainfully employed” persons was 48,830,000, 
and that the total national income was about 
$80,000,000,000, which, equally divided, would 
have given each worker about $1,600. How- 
ever, a division of total income for consump- 
tion would have left nothing for improving 
the industries, to supply an increasing popula- 
tion or to raise standards of living in the future. 
The income of 1929 never would have been 
possible if this policy had been embodied in the 
Constitution of 1789. 

Opinions differ as to the minimum income 
required for a “decent living.” Many things 
are required now which Queen Elizabeth did 
not have, and forty years ago no one would 
have named an automobile. Recently, the 
United States Bureau of Labor Statistics 
has been making a study of automobile own- 
ership on farms and in villages and small 
cities in the North Central states, and in 
Oregon and Washington. Although not com- 
pleted, the study thus far shows that of the 
families having incomes under $1,000 per year, 
60.8 per cent own automobiles. This seems to 
imply that whatever these families may lack 
is regarded as of less importance than an auto- 


mobile. Depressions Not New 


Why do factories and willing workers stand 
idle while millions are supported by taxation? 

In the first place, it must be recognized 
that depressions are not new or unheard of 
phenomena, either here or abroad. Everyone 
knows that business is subject to ups and 
downs of varying intensity and duration; in 
his recently published book on “Turning Points 
in Business Cycles,” Colonel Leonard Ayres 
recognizes and analyzes 26 business cycles in 
this country since 1831. After all previous de- 
pressions the country always has gone forward 
to new high levels in the production and distri- 
bution of wealth; yet there were always those 
at the time who were ready to cry “failure” 
and preach the doctrine of despair. 

The depression that followed 1929 was the 
worst of all, just as the preceding boom had 
been the greatest. It was intensified by world- 
wide maladjustments and structural weaknesses 
in the economic system left over from the 
World War, which had proved perhaps the 
most demoralizing force the economic system 
has ever known. It had broken upon the sys- 
tem of pre-war trade with whirlwind force, 
disrupting the normal relationships of markets, 
of production and consumption and prices and 
costs, causing enormous shifts of gold and 
mountains of debt, and, last but not least, 
passing down a legacy of national fears and 
rivalries that have been a destructive influence 


to this day. Notwithstanding the post-war 
boom, financed by a further expansion of debt, 
the world has never fully recovered from the 
war, and many of the difficulties with which 
business continues to struggle trace from this 
source. Business men have the right to ask 
of those who would sit in judgment that due 
consideration be given to these facts. 

Of course, that is not the whole story. Other 
nations affected by the war, such as Great Bri- 
tain, Canada, and Sweden, even Germany, have 
gone ahead. Why has the United States lagged 
behind, so that it has been well towards the 
bottom of the list of nations in the extent of 
recovery? 

Obviously, there is no pat answer, but certain 
facts appear self-evident. 

For one thing, there is now general agree- 
ment in localizing the lag in business recovery. 
It is in the production of durable goods or pro- 
ducers goods. Colonel Ayres’ book referred 
to above demonstrates perhaps more clearly 
than before from the economic history of this 
country that this is the direction in which we 
must always look for recovery from depression. 
His marshalling of the facts leads him to this 
conclusion: 


The increased production that causes normal self- 
sustaining recoveries does not result from current 
consumer spending. Effective recovery production 
consists of important increases in the output of goods 
that we know as producers goods, or capital goods, or 
producers durable goods. 

The Erie canal was not produced in response to 
spending. It was pushed through by a little group of 
almost fanatical enthusiasts who were denounced at 
the time as being wild-eyed visionaries. Most Ameri- 
can railroad mileage was not built in response to 
spending. It was built in the faith that the new rail- 
roads would result in creating the communities that 
would eventually produce the traffic to support them. 

The automobile industry was not created in response 
to spending. It was brought into existence by groups 
of daring men who realized that the craving for indi- 
dual transportation is inherent in human nature, and 
so they went ahead and built the early automobiles 
before there were hard-surfaced roads on which to 
operate them. 

Similar comments might be made about the intro- 
duction of the telegraph and the telephone, typewriters 
and electric power, motion pictures and radio, iceless 
refrigerators and rayon, and so on. Our normal recov- 
eries have not come in response to current spending. 
They have resulted because bold and enterprising 
men have had faith that future spending could be 
stimulated into being, and that profits could be de- 
rived from it. 


Against this kind of background it is not 
difficult to see some of the barriers which have 
been holding back recovery in recent years. 

Industrial Relations 

First, business cannot go ahead on new en- 
terprises without harmony in industrial rela- 
tions. 

Where there is strife between management 
and men, business falters or comes to a stand- 
still. During recent years the ability of indus- 
try to increase employment and production has 
been impeded constantly by widespread and 
costly labor disputes. To attempt to place the 
blame would be entering upon controversial 
ground. No doubt management must carry its 
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share of the responsibility, but hardly can be 
held responsible for everything. That the ad- 
ministration of the Wagner labor act has been 
an important cause of friction is now widely 
recognized; and often, management has found 
itself caught helplessly, through no fault of its 
own, in the cross-fire of jurisdictional labor 


fights. Effect of Taxes 


Second, business cannot go ahead in any en- 
during way unless those who have money to 
invest are willing to take risks. 

But people will not take risks unless they 
think that the chances of making and retaining 
profits are commensurate with such risks. The 
reasons why people have doubts on this score 
are many, but one of them is taxes. Under our 
system of taxation, especially as applied in the 
upper brackets, men of large means find the 
cards stacked against them. If they invest in 
enterprises that yield a profit the government 
takes most of the winnings; if the enterprises 
fail the investors bear all the losses. 

In other words, from the standpoint of the 
investor it is pretty much heads you win, tails 
I lose, and nobody will play that game. So, 
much capital remains idle, and idle capital 
means idle men and idle machines. 


Rising Costs 


Third, business cannot go ahead if burdens 
are placed upon it more rapidly than can be 


absorbed without increasing costs. 

In reviewing the experience of recent years, 
it seems difficult to escape the conclusion that 
a principal cause of the failure of recovery to 
make more headway has been the high and 


rising cost of doing business. If we examine 
the Treasury statistics of income we find that 
in the 1920s an average of 57 per cent of the in- 
corporated businesses of the country made 
money each year, whereas for the year 1936 the 
average was only 42 per cent and in 1937 only 
40. Or, as Professor Sumner Slichter of Har- 
vard University recently put it, whereas in 
1937 the gross income of all corporations was 
about the same as in 1926, their profits were 
43 per cent less. 

The principal reasons for this increase in 
business costs have been taxes and wages. Cor- 
porate taxes alone have nearly doubled in the 
decade 1927-1937, and by 1938 our total per 
capita tax rate was practically the same as that 
of Great Britain, notwithstanding her huge 
World War debt. Wages also show striking 
changes. Thus in the period of 25 years from 
1914 to 1939, we are told by Prof. Leo Wolman, 
of Columbia University, that the wage rates 
in five important industries for which there is 
more or less adequate record, approximately 
trebled, while the purchasing power of these 
wage rates about doubled in the same period. 
In the largest of these five industries, the nor- 
mal working week declined by 15 hours, or by 


approximately two 8-hour days, and in the 
smallest of them the normal working week was 
reduced by 20 hours, or two and a half 8-hour 
days. Moreover, a large part of these advances 
was made during the few years since 1933. 

Of course a rising trend of wages is to be 
expected with the increasing productivity of 
the industries, and coming about in that man- 
ner is of benefit to all concerned. But when 
the advance of wages, and shortening of hours, 
comes too fast to be offset by improvements in 
industrial methods, the effect is to raise costs, 
reduce entrepreneurial incentive, curtail con- 
sumption, and, through unemployment, rob 
the workers themselves of the gains they had 
hoped to realize. As the American Federation 
of Labor states in its September-October 
(1939) Monthly Survey of Business, “wage in- 
creases must be based on decreased labor costs 
per unit of production, for labor wants perma- 
nent gains.” 

The “Economic Balance” 


Fourth, business cannot go ahead except 
upon the basis of balanced relations between 
the different groups of the economic system. 

Admittedly, the concept of “balanced rela- 
tions” is somewhat indefinite, but it can be 
illustrated more precisely by two quotations,— 
one from resolutions adopted by the American 
Farm Bureau Federation at its annual meeting 
in Chicago last month, and the other from the 
Monthly Survey of Business of the American 
Federation of Labor referred to above. 

The resolutions by the Farm Bureau read 
in part: 

A year ago the federation made the uncompromising 
statement that prosperity could not and would not be 
restored except through the attainment of a sound, 
economic balance to permit the free exchange of goods 
and services between respective population groups on 
a fair price and income basis. 

With much greater emphasis we reiterate that posi- 
tion. Either there must be a readjustment of indus- 
trial and labor policies to bring industrial prices to a 
level in relation to farm prices which will ensure maxi- 
mum consumption of the products of both agriculture 
and industry, or agriculture will be forced to demand 
of Congress appropriations adequate to make the AAA 
fully effective in bringing farm income to a level 


which will permit farmers to buy the products of 
industry in normal volume. 

The quotation from the Labor Survey fol- 
lows: 

Rising production means decreasing unit labor costs, 
enabling industry to pay higher wages. It is essential 
that labor receive its full share of the increasing 
national income if recovery is to be maintained. Wage 
increases must, however, be based on decreased labor 
costs per unit of production, for labor wants perma- 
nent gains. No general rule can be laid down for the 
amount of wage increase which will give labor its 
just share. This must be determined by examining 
the operating records of each company. 

- Much will depend on constructive action by 
unions (1) to raise wages in proportion as labor costs 
are reduced; (2) to help prevent undue price increases. 
Increased buying power is essential to make this a 
permanent recovery. 


The statement by agriculture defines the eco- 
nomic balance as that condition which will 
permit the free exchange of goods and services 
between the respective population groups on 
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a fair price and income basis. Although it did 
not do so, it might have said that whereas 
farm prices last Summer, notwithstanding sup- 
port of AAA, were some 10 per cent below the 
1913 level, hourly wages in manufacturing in- 
dustries were from 150 to 200 per cent higher. 
The following table containing data relative 
to general prices, wage rates and prices of farm 
products bears upon this point: 
Prices, Cost of Living and Wages 
Commodity Cost of Hourly Farm 
Year Prices Living Wages Prices 


100 100 100 
183 211 


1939 (June) 108 275 

Source: Commodity Prices and Cost of Living: U. S. 
Bureau of Labor Statistics. Hourly Wages (Mfg. In- 
dustries): Federal Reserve Bank of New York. Farm 
Prices: U. S. Bureau of Agri. Economics. 

It will be seen that farm products led in the 
rise up to 1920, when hourly wages went ahead. 
After 1920 came the disastrous fall in farm 
prices to a low in 1921, followed by some re- 
covery, and then another precipitate drop after 
1929. Except for the years 1935, 1936 and 1937, 
during most of which time drought was a fac- 
tor, farm prices as a group have been below the 
1913 level ever since 1930. 

Against this showing for farm prices, com- 
pare the relative stability of wage rates even 
when farm products and general commodity 
prices were below 1913. Obviously farm prod- 
ucts and wages have been opposing factors in 
commodity prices and living costs, one making 
for lower prices and the other for higher. 

The remarkable decline of general commod- 
ity prices since 1920, despite the stability of 
wage rates, reflects industrial progress, as 
seen in the electrical industry, the automobile, 
the radio, the railways, the textiles, and indus- 
tries generally. It also reflects the efforts of 
employers to reduce labor costs in order to 
sell goods, and the persistence of real compe- 
tition. Nevertheless, despite all that industry 
could do to lower production costs, the cost 
of living has remained 40 per cent above 1913. 

The foregoing facts and figures are clear 
evidence of a lack of balance in the economic 
system, diminishing the purchasing power of 
certain major groups of the population—not 
only agriculture, but various other groups, 
including unorganized labor—and restricting 
the mutual exchange of goods and services. 
The farm statement, quoted above, plainly 
says that unless there is a readjustment of 
industrial and labor policies to bring industrial 
prices down to a level more in relation to farm 
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prices, agriculture will be forced to demand 
additional appropriations from the Federal 
Treasury. 

The labor statement recognizes the impor- 
tant truth that wage increases must be based 
on decreased costs to yield permanent gains, 
but asserts that wages must be increased in 
proportion as labor costs are reduced, in order 
to enlarge buying power. 

If this means that labor is entitled to a share 
of the benefits of improving industrial meth- 
ods, the statement will meet with general ap- 
proval; but if it means reserving for strongly 
organized minority groups all of the benefits 
of such improvements, leaving none for capital 
which has provided the tools of industry and 
none for the farmer and for the public, includ- 
ing workers generally, it cannot be approved 
as either just or conducive to the well-balanced 
economy that both labor and agriculture, and 
indeed all groups, undoubtedly desire. 

What, it is pertinent to ask, would be the 
cost of an automobile today, how many would 
be in use and how many workers employed in 
making them, had all the benefits of cost- 
reducing improvements in methods of manu- 
facture gone to wages? Considering that the 
workers themselves would be the chief bene- 
ficiaries of low-cost housing, would it be in the 
broadest interest of all labor “to raise wages 
(in the building trades) in proportion as labor 
costs are reduced?” 

Conclusion 

The implications of all this, it seems to us, 
are clear. Dr. Philips of course is right in stat- 
ing in her address that it is no answer to shout 
“Red” to honest questions as to why the eco- 
nomic system has not functioned better than 
it has. Neither, however, does it serve any use- 
ful purpose to imply that business men alone 
could bring about recovery if they only would. 
The problem, surely, is far bigger than that, 
involving all groups and classes of the popula- 
tion, including government, whose attitude and 
policies whether constructive or obstructive, 
can vastly help or hinder. 

Looking back over the exnerience of recent 
years, the fault, as suggested earlier, seems to 
be less with the economic system than with the 
inability of the groups that compose it to re- 
solve their differences and agree upon equitable 
working terms and arrangements. When basic 
changes are imposed too rapidly or unwisely, or 
when individual pressure groups strive to outdo 
each other in a competitive struggle for a hon’s 
share in the collective output, the result is likely 
to k> a breakdown or stalemate in the produc- 
tive process, by which everyone gets less. 

In the final analysis the problem is one of 
democracy, and of the capacity of all groups to 
think and act intelligently in the common in- 
terest, which is the essence of the democratic 
principle. 
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$2,509,395,688.23 











Figures of Foreign Branches are as of December 23, 1939. 
$49,283,608.00 of United States Government Obligations and $24,054,871.26 of other assets are deposited 
to secure $46,258,137.51 of Public and Trust Deposits and for other purposes required by law. 
(Member Federal Deposit Insurance Corporation) 





City Bank Farmers Trust Company 


Head Office * 22 WILLIAM STREET + New York 
Condensed Statement of Condition as of December 31, 1939 


ASSETS 
Cash and Due from Banks $ 45,003,248.44 
United States Government Obligations (Direct or Fully Guaranteed) 28,469,956.24 
Obligations of Other Federal Agencies 3,814,739.78 
State and Municipal Securities 7,816,839.29 
Other Securities 2,277,042.17 


5,861, 100.94 

5,399,593.94 

600,000.00 

4,015,316.25 

Other Real Estate 550,503.79 
Other Assets 1,695,018.16 


$105,503,359.00 


$ 79,052,585.85 

1,701,138.08 

10,000,000.00 

10,000,000.00 

4'749,635.07 

MN bec G Att ovate cae ae er nednna soeedteat Rantoebaliek batadeeete $105,503,359.00 

$1,520,000.00 of United States Government Obligations are deposited with public authorities for purposes as required by law. 
(Member Federal Deposit Insurance Corporation) 














Printed in U.S. 








